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This speech was prepared and delivered by Luis R. Soto, President,
Corporacion del Cobre (USA) Inc. (Codelco-USA). This corporation is duly
incorporated under the lgu:&;f the State of New York and is wholly
owned by Corporacion—-Nacional del Cobie de Chile (Codelco-Chile)

headquartered in Santiago, Chile,

Anderson & Pendleton, Chartered Attorneys is General Counsel to
Codelco-USA and is an advisor on government relations to Codelco-Chile.
Anderson & Pendieton, Chartered Attorneys and Codelco-USA are
registered with the Department of Justice under provisions of 22 USC
Section 611 et seq., as agents of their foreign principal Codelco-USA and
Codelco~Chile. Copies of this speech are being filed with the Department
of Justice and copies of Anderson & Pendleton, Chartered Attorneys'
and Codelco~USA's registration statements are available for public
inspection at the Department of Justice. Registration does not indicate
approval of this material by the United States government,
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CORRICO - CrETTE
" PROFILE ARD OUTLOOK

I. IXNTRODUCTION
Since the 1%th century, Chile has produced an important
portion of the worla's copper supply.

Due to the increasing importance of Chile's copper in
the worlcé's copper market curing the peast 25 vyears,
emphasig has been placec on Chilean copper policies,
proczduress 2anré decisiow-makiné incluéirg the plars an¢
projections of Corporacicn Nacionzl Del Cobre De Chile
(CODELCO-CEILE) for the future,

Regretfully, fact has been confused with fiction ---
thus, the true story of the Chilean copper industry has
beer becloudeé or veiled and a breach created, especially
pertaining to Codelco.

v shall, first, give you an overview of CODELCO -~
CHILE's CURRENT PROFILE by reviewing its CORPORATE
STRUCTURE, zlong with some specifics about each one of its
MINING OPERATIONS, I shall then proceed to furnish you
with some Ffacts about our RESERVES, followed by a separate
Giscuesion of our PRODUCTION, SALES and INVESTMENT
policies. Next, we shall turn to the company's PRODUCTION
COSTS, FINANCIAL RESULTS andé TAXES. By presenting you with
these facts and figures, I hope that you will draw your own
conclusions. Later, I shall use that same information base
to give you my own view as tg'the‘FUTURE QOUTLOOK of
Cocelco~Chile in the years zhead,
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W CURRENT PROFITE

CORPORETE STRUCTUORE

CODELCO~CEILE is a mining, industrial and commercial
enterprise which came irnto being on April 1, 1876 by
mercing the four larcest Chilean copper operations --
Chucuicamata, El Teniente, indine and E1l Salvador -- into &
sincle opereation, '

. The fundamental objective of the corporation is to
manace its mineral ané human resources making optimum use
of its many advantacges through copen competition in the
marketplace in order to maximize profits.

CODELCO-CEILE is governed by & bog;é of directors ané -
its President and Chief Executivé Officer is the
administrative head and lecal representative of the
enterprise. The corporate headguarters are located in
Santiaco, Chile. '

The areas of corpeorate development, sales, financeé
accounting andéd the procurement of strategic supplies are
centralizeé'at. the corporate headqdarters,'while direct
operztional management takes place at the divisional mining
centers of Chuguicameta, El1 Teniente, Andine, &andé El

Selveaor.,

CODELCO conducts its interneational commercial
operations with the assistance of agents located in Europe,
Pmerica, the Miadle East and the Far East. Additionally, it
has subsidiary companies in New York, Sao Paulo, Londéen,
Dusseldorf ancé Paris. -
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CODELCO-CEILE enijove no special privileces from the
government, such &s preferential interest rates, customs
duties, tax éxemptions or subsicdies of any kind, it pays
Cividends and texes to the State as any other private and
commercial enterprise. Moreover, it pays an acdditional
specizl tax of 10 percent on sales, arplicable exclusi
to CODELCO-CEILE.

vely

CODELCO's mine operations &are:

Chuguicamata: The worlé's largest open-pit copper
‘ mine, proéucing about 9% of the
worldé's copper mine production.
its 1984 production was 563,000
M.T. of copper,. representing 54% of
Codelco's total productiocn.

El Tenientie: The worid's larcest underground

copper mine, producing about 5% of
the worlc's copper production. Its
1984 production amounted to 285,000
M.T. of copper, representing 27% of
Codelco's total production.

-

hngiﬁa

-

A mixed underground/open-pit
operation located up in the Los
andes Mcocuntazins near Santiago. Its
1984 production amounted to 105,000
¥.T. of copper, representing 10% of
Codelco's total production.

-

Pl _Szlvador: An undéercround copper mine located

in the north of Chile in the midéle
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c% the Atacama Desert, producing 95,000 M.T, of copper in
1984, which represente¢ 9% of Codelco's total production.

RTSERVES

e cof 1984, Chile's copper reserves represented 33% of the
total Western World reserves. Codelco's copper reserves
represents 74% of Chile's reserves and 24% of the Western
wWorlé reserves.

TABLE £1

CopperResawesthBé
CODELCO'S IMPORTANCE

Percent
Western World 160
Chile (total) 33
CODE!' CO” | 24

+ 74¢, o} Chile's reserves

The averace gracde of Western World reserves is
approximately .77% copper content. Chile's average grade
of reserves is ,94%. CODELCCO's average grade of reserves is
.93%, & sicnificant advantage &s we look to the future.



Average Ore Grade
WESTERN WORLD COPPER RESERVES

Western World {ex. Chile]

Western World {total}

CODELCO

Chile {1o0tal}

.

TT%

B2

a3%

84% Copper

At current production levels, CODELCO's identified
reserves wouldé permit about 113 years of steady production,
whereas Western Worlé reserves point to_a producticn period

of about 67 years.

TABLE £3

Rernaining Years of Production
KNOWN RESERVES AT CURRENT RATE

Western World {ex. Chile)

Western World {1otal)

CODELCO

Chile {1o12l)

67

77

112

116 years
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CODELCO-CEILE produces about 81% of the total Chilean
copper production. In 1984, Chile produced 1,290,000 K.T.
of copper representing 20% of the Western World mine

roduction. f this amount Codelco produced 1,048,000 M.T.
cf copper, representing 16% of the mine production of the
Western Worlg.

TARLE £5

Mine Production of Copper - 1984
CODELCO'S IMPORTANCE

Metric Tons Fercent
"Weslern World 6,400,000 T 100
(estimated)
Chile (total) 1,290,000 ) 20

CODELCO’ 1,048,000 16

* 81% of Chile's produchon

CODELCO also produces, as a by-product, an important
amount of Melybdenum which is sold in’'different forms.

CODELCO's Mclybdenum production represents about 20% of
the total Western Worlc¢'s production. CODELCO also
produces & relatively small amount of gold and silver.



TARLE £4

Byproduct Molybdenum Production
CODELCO'S IMPORTANCE - 1984

Metric Tons Percent
Western World 86,400 100
(estimated)
CODELCO : 16,859 20

CODELCO-CHILE's totzl copper production increased from
854,000 M.T. in 1876 to 1,049,000 M.T., in 1884, an increase
of 185,800 M.T. -

CHART A_

1ar

Loadll o CODELEU Covo Froduc,ion
Thousane: ¢ Marric Tons Por Year

] | I i ! } ! !
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These increases are the result of the coming on stream
of several expancgion projects begun in the sixties. In
fact, dGuring thet time, a development program Wwas started
by the Rmerican~ownec companies with the intention of
increzsing the production of the Chilean copper mines to
900,00 M.T. of copper per year.

P

-

Until 1974, production haé only reached 763,000 M.T. of
copper beczuse the investments contemplated in the program
proved to be insufficient and the technologies employed -
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recuireé some further development.

For this reason, the State of Chile (and Codelco-Chile
cince its creation in 1876) haé to supplement those
investments and f£indé new technicel solutions to satisfy the
expansion program. '

Furthermore, 4the average grace of ore cropped from
1,73% in 1976 toc 1.55% in 1583, To avoid the conseguent
Gecrease in production, it was necessary to increase.
processing capacities, mainly at the mines and concentrator
plaﬁts.

2s & result, the corporation had to invest U.S. §1.73
tiilion between 1576 ané 1983, of which U.S. $874 million
were used to consolidate the ‘producticn figures p?annec,
éuring the sixties (that is, 800,000 M.T. of copper per
vear}. Only U.S. $372 million were zllotted to increase
+he treatment capacity which, in turn leé to the production
of 1 million K.T. of copper in 1982.

m2BLE €
. . CODELCO’s investments
1876 — 1863
Million
U.5.Dollars  Percemt
Production 4,347 77
Operstione! improvement; {874) {56}
Increased capacity® {373} {21}
Supporting Services, Energy 3988 23

———

21,746 100

—

*To compensate 107 daclining ore grace,
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rlso, it is interesting to point out that of these
§1.7% billion, §$300 million, or 17% correspornd teo
investments in projects carried out to comply with Chilean
regculations for environmental protection., Perhaps at this
point it would also be relevant to let you know that the
Chilean Constitution zssures &ll Chileans the right to live

irn & contaminant~free environment.

Chilean legislation establishes norms anéd procedures
ané specific limits on both water and atmospheric pbilution
which are comparazble to those prevalent in some éevezoéed
countries includéding the U.S. Consgscious of the
environmental iwpact of 1ts activities, Codelce has been
making the necessary. investments in order to comply with
the established regulations and is considering further
investments of over $400 million for the near future in
crder to continue its progress in this field. |

This analysis shows that Codelco-Chile's present
production practices have been occasionally misunderstood.
Incremental expansions of the treatmert capacity to offset
declining ore c¢rades and the coming on stream of several
expansion projects initiated in the decade of the Sixties,
have been interpreted by some &as unreasonable production
increzses,

It is Codelco's current production policy to maintain
its present level of production at about 1 million M.T. of
copper per year and to increase this level of production
only as the totel market expancs in order to meintain its
current share of that tectzl market. If, however, other
competing mines are cepleted or'cease‘p:oéuction, Codelco
is prepared to increzse its procuction levels,
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Our 1985 rprojecteé production level is 1,023,000 M.T.

£ copper.

oL

It is important tc realize andé fully understand that in
the particular case of Codelco-Chile, the incremental
expancsion ¢f its existinc production capacity can be made
at a capital cost which is between one-seventh angd
one~third of the normal cost reguired to start up a
completely new production project located elsewhere, This
reflects Codeico's hich ore gracdes, high efficiency ratiocs,
iow cost of production, and large size reserves of high
cuality ore,.

In order to evaluate the possibility of eventual
revenue increases for member nations of the
Intergovernmental Council of Copper Exporting Countries

(CIPEC) from & reduction of copper production by those

naticns, Codelco has commissioned several in-house and
outside studies. Al) of these studies demonstrated that the
CIPEC countries wouldé lose substantial revenues from
production cut-backs. The fact is that CIPEC's share of
totzl world copper production is less than 40%, which does
not g¢ive CIPEC countries &z sufficient market power to
affect price in a way as to increase revenues resulting
£rom such §rodﬁction cut~backs. The most recent of these
studies concludes that a 15% cut-back by the major CIPEC
countries would result in & revenue loss for these
countries of 12% to l4%, Since over half of our producticn
costs are fixeé, this would result in a substantial loss of
net profits, especially for a low-cost producer such as
Codelco,

—_

-10-
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SETL.ES

It is CODELCO-CEILE's szles policy to market its
?roducts primarily on & direct contract basig to end-users
throuvgh & world-wide network of subsidiaries andé sales
agents., Major customers are in Western Europe, the U.S.,
Latin America, and Jagpan.

Tt is also the pelicy of CODELCO-CEILE to agistribute
its sales ceccraphically as evenly as possible andé to
attempt to sell to each indiviéual market a share of its
own exports which would be consistent with that market's
releiive shate of the wozld's total copper consumptioa. To
Go this, the company strives to gevelop long- térm
conme*c*al associztions directly with establxsheo
customers.

TERTE 7

CODELCO Sales vs, Western World Consumption
GLOBAL DISTRIBUTION - 1834 ’

CODELCO COPPER

SALES CONSUMPTION"
Wesiern Europe 52% 35%
U.S.A. 15 27
Latin America 12 3
Japan 11 17
Other 10 18

100% 100%

* Esfimated
Our sales development plans take into consideration the
high growth potential of countries such as China, India,
maiwan, South Korea, Brazil ano others and we expect to
increase sales to those cowntrzes.

Tn other words, Codelco-Chile pursues sales and



marketing streatecies consistent with its own
market-orientec¢ policies anc¢ profit-maximizing objectives,

We strongly believe that an international environment
of free and fair trade is an essential ingredient for the
healthy competitivenes and dJdevelopment of all economic
sectors related %t¢ the copper industry. Furthermore, we
remzin convinced that some of the obstacles actually
standing in the way, ©or threatening to stand in the way, of
free international trade, should and can be overcome.

THYEcmMpNIS

CODLECO has & Dbasic invqgtment plan and contingency
plans based. on different g¢rowth projections of the copper
market. CODELCO establishes its development options
considering market conditions, economic feasibility of
projects and capitel resources for financing them.

Vvarious investment plans have been studied based on
different growth projections for the copper market.

The basic investment plan seeks to meintain the current
level of copper production, To attain this objective, it
is necessafy to increase the tonnage of ore processed in an
amount proportionate to the érop in the cre grades. The
total investment reguired for this sole purpose is
estimated &t & total of U.S. $600 million during the next 3
vears.

Shoulé the present market situation change in order to
allow for an averace market growth of 1.5% over the next
Gecade, Codelco hzs contingency plans which would perm£t an
increése of its ptoductibn levei'by 300,00 M.T. of copper

12—



with & total investiment of U.S. $1.7 billion. This
alternative investment plan is consistent with our basic
investment plan. We chouldé bear in mind that the actual
implementation of these investment plans depend both on the
increase in the demandé for copper and the availability of
financing czpital at reascnable terms and conaitions.

mhere have been some assertions mace that Codelco,
beinc a state-ownec proaucer, benefits from preferential
interest rate loans and credits from multilateral fihancing
inetitutions. This is clearly not the case, BHere are the
facts., '

. TABLE &

/

CODELCO's Outstanding Debt
DECEMBER 1884

Million
U.S. Dollars Percent
Private Commercial Banks 872 89 -
Suppliers 8s 9
Other Creditors 10 1
International Dev. Banks g __"1__
875 100

The principal sources of funés for such investment
ograme are Codelco's own corporate funds, credits from
ppliers ané private commercial banks. Funding through
ternational development financing institutions has been,

11 continue to be, of relztively minor importance.
Thus, of an approximate cotal outstanding debt of U.S $373
million as of 1984, - U.S. $872 million (89%) was owed to
private commercial banks; U.S. $é5 million (9%) to various '




suppliers; U.S5. $10 million (1%) to other creditors and
only U.S. $6 million (.8%) was owed to the World Bank

Up to now, we have described some of the basic aspects
of CODELCO-CEILE's policies and practices as they relate to
production, sales andéd investments, Let us now briefly
review the company's basic economic profile, ‘

PRODUCTION om

' Codelco's production cost is one of the lowest in the
worlc,
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Tn 1583, it represented about 58% of the average
production costs of the Western World.

CODELCO's low costs are due in part to the natural
zdvantage of relatively hich ore grades —-- actually two or
+hree times higher than most U.S. and Canadian mines -——
Good by-product credits, relatively higher ¢rade and lower
impurities of concentrates, sufficient and relatively less
expensive water supplies and ready access to Geep ports.




parative natural acdvantages are
only part of the picture that explain Codelco's favorable

cost position in the worlé copper market toaqay.

Nevertheless, these com

This cost position is also the result of stringent cost
reduction 2nd austerity procrang sustained since the
company's inception in 1976, tcgether with investment
carried out to increzse producticen efficiency. .8 a Qirect
result of these cprograms, the cost of producing copper,
measured in constant d&dollare, has been éignificantly
lowered.. Let me briefly illustrate this important point by
mentioning four significant achievements of these programs:

* Drastic réductions were reazlized in the
consumption of energy, in part because of the
introduction of oxvgen technology in the copper
smelting process. Ls & conseguence, energy
consumpticn per ton of copper produced dropped 21%
during the last 3 years.

¥ Use of efficient technology, such as the EIl
Teniente converter, has permitted us to eliminate
csome of the labor and enercy intensive
reverberatory furnaces,

»

* Reduction of inventories of materials and
supglies,

* Improving and streamlining the labor force (mainly
by attrition) has meant a total reduction of the
work force by 18% over~the past 8 years: from
30,948 workers in 1976 to 25,339 workers in 1684.

rPerhaps the indicator that best depicts the effort’

~15~-



carrieé out by Codelco-Chile on &ll fronts is the dramatic
increase in procductivity, which rose 88% £rom 1976 tc 1984.
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We are very proué of this productivity increase because
i represents the result of the efferts c¢f many people at
Codelco. .

CTRNENCTAT FOULTS

Those accomplishments co a2 long way to explain the
impressive financial results exhibited by Codelco in the
weke of what may be considered as one of the harshest
periods for the copper inéuétr§ at large.

Codelco has remazineé profitable since the beginning of
its operations, despite low copper prices in the periods of
1976 to 1578 and 1982 to 1984, as the financial indicators
for

the period show.

—
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CODELCO’S Financial Results - 1876-1884
MILLIONS OF U.8. DOLLARS

Ave.
1976 1677 1878 1878 1880 18B) 1682 1883 1984 76-B4

et Worth 1416 13£3 1373 1537 1487 1403 1508 1837 21
Tota! Sales 1268 1iBZ 1264 2871 2281 L4l 1560 1774 1534
income Belore Taxes 259 285 376 1058 985 285 44l 528 3W
Net inzome 176 186 233 467 AN g7 181 2 144

. income Belore Texes to Nel Worlh. % 28 2r 28 B9 B5 21 27 26 16 ¥
Nel Income to Ket Warth, % 13 12 17 30 21 1 10 12 P

Net tncome 10 Total Sales. %o . 14 13 18 23 18 b 10 12 ¢ 14

The average of the income before taxes is 34% of the
companyv's net worth, while the averzge net income is 15% of
net worth for the same period. The difference between
these two averages gives us an indication of the magnituﬁe
of the taxes paié by Codelco. Additicnally, the average net
income after taxes to total sales for this perioé is 1l4%
which I am sure you will agree, reflects & repectable
profit for the 1876 to 1584 period. |

These figures are public and our accounting practices
ere standard. 211 our balance sheets are audited by
well-known'international auditors.

The fact that CODELCO-CEILE in 1984 was able to turn in
about U.S. $557 million in taxes and dividends to the
Chilean treasury in the midst of these difficulties and
uncertzinties speaks guite eloguently of its rezl strength
and solidity. Furthermore, the ifompany's net profits for
1964 were U.S. $144 million which in’ turn ie 7% of the
compeny's net worth income.
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CODELCO's total financial contribution to the Chilean
government was U.S. $5.3 billion in the form of taxes and
dividenés during the period of 1876 - 1984.

TARLE 10

CODELCO's Payments to the Government of Chile
TAXES AND PROFITS - Millions of U.S. Dollars

1976 - 432.2 1980 - 1,008.6

1977 - 398.8 1981 - 4803 -

1978 - 368.1 1962 - 523.9

1979 - 865.2 . 1983- 6785
1984 - 556.5

TOTAL: 15876 through 1884 = 85,31 0,10-0,003._

Tt is worth emphasizing that CODELCO-CEILE has not, is
not 2nd will not receive any form of direct or indirect
subsidies from the Statz of Chile. It pavs to the Chilean
Treasury, the larcest share of taxes and dividends of any
public or privete company in the country.

Wwhile it is undeniable that Chile's principal source of
foreicn exchange income comes from its copper exports, it
is egually true that copper's importance as a percentage of
total exports from Chile has been Gecreasing over time.



5:!-?2;3?'1“ D
{asen: % ww e oo ¢ M3 Toemamy
- g{. Vomm o Tom §omern irgp
L Lo
L 3 -
| sar
|
" -
L3 l[- -}
"
\_—/\"‘
- -y
"R =N
LR . 4d ]
| Wy B Lgupbi § Somety (sl i
L -
1%
Eonse) Dathineyg importsius
w # Theiasen. Exporn.
' . 5 1 ] + ' 1 3 » [

“n il = -

Copper exports accounted for B82% 0of total Chilean
exports in 1973 and it has been reduced sicnificantly to
43% of total exports in 1984,

III. EUTURE QUTLOOR

In this presentation, I have attempted to briefly state
come of CODELCO-CEILE's principal policies and'practices,
illustrating them with facts andé figures whenever possible.
Let us now turn to CODELCO's Zfuture outlook and examine
some of the basic considerations which influence the‘
company's strategic pesitioning.

As a natural conseguence of its substantial copper
reserves good ore c¢rades and other important comparative
aévantages, CODELCO plans to stcay in business for & long
time.

L
T 4

CODELCO does not control either the demand or the price
of copper in the world. Since we strongly believe that the

copper industry world-wide ought to be governed by the-

~10-
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marketplace, we have and shall continve to work haré and
responsibly to render our corporation more efficient and
competitive in the worlc market. Consecuently, we shall
continue in our efforts to lower our cost of producing
copper, to improve the overall eifficiency of our operations
and the guality of our products. '

CODELCO shall strive toe meintain its leadership
position based on 1) its ability to sustain & high volume
of production; 2) its ability to produce high quality
products; 3) the reliability and timeliness of its
deliveries; &nd 4) the strict fulfillment of its
obligations.

Wwhile much héas been séeculateé,about CODELCO's
production policies, the simple fact remains that world
market demand is and will be the determining factor of
CODELCO-CHILE's production levels, I hope that this basic
message will emerge from this presentation. If worlé
demand increases, we will increase production as necessary
+6 maintain our share of the market. Conversely, if world
Gemand Gecreases, we G0 not plan production level changes
up or d&own from our present basic level of 1,000,000 M.T.
per yeaz, as long as our operations remain profitable.
Purthermore, a corollary of this fundamental policy is that
CODELCO's share of z specific market area will be largely
determined by the specific conditions of that market.

We recognize, that the battle of materials in the
ené-use markets ig becoming more intense and copper and
copper alloys today are facing stronger competition from
plastics, 2luminum, stainless steel and titanium as well as
composite meterials. We recognize, also, that this

competition must be met head-on in the end-use markets-and

-20-
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that investments must be made in market development as well
as in mine improvements.

As copper producers we are, of course, concerned about
the copper market these days. The supply/demand situation
appears extremely c¢ifficult to predict, particularly for
the immediate future. Copper prices have reached
historically lcwtlevels. The current outlook for a
sustained longer—term growth of consumption appears likely
to remain sluggcish as compared to historical standards
based on the present picture, ‘ '

Bowever, we &re convainced that any attempts to
artificially tamper with current producticn levels in
relationito_the market in order to influence prices can
only backfire in time, Bigher copper prices, if not
sustained by the free interaction of supply and demand,
cannot last. Moreover, higher copper prices are likely to
result in renewed copper substitution andg, therefore,
result in evern lower copper consumption in the future,
Protecticnism always entails a cost which is transferred
via the price system from the "protected” sector of the
economy to other sectors. Limiting the competition
provideé by the open marketplace alsoc promotes inefficiency
on the patt of the "protected" industry, thus imposing
higher-cost products to its captive consuming market. In
the end, we believe everybody loses.

We feel that the answer to copper's dilemme lies in
expanding the markets for copper and developing new CODper
applications and technologies., That means making the total
market pie larger whereby inéivf&ual companies, including
CODELCO, will have the cpportunity to increase sales. Not
only must we Gevelop markets, but we must defend present

wP]l=-
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applicetions by finding effective and constructive ways to
f£ight substituticn.

Copper producers as well as copper fabricators around
the world have a vital stake in the success of such
efforts, I+t is crucial that a strong and stable
relationship be established among all segments of the
copper industry, including metal traders and distributors
as well as producers and fabricatoers, with their collective
efforts aimeé zt market development on a ‘clobal basis,
Copper is after all, a world-wide commodity.

Tris is the vision that we have a»cut the frture of the
copper industry. We intené to pursue a very active role
aiong the lines suggested here in order to remain the kind
of resnons;ble and relieble worldé-wide copper supplier that
we are. Likewise, we look forwaré to a stronger and more
fruitful relationship ameng all producérs and fabricators
around the world. ' |

Chile has played an increasingly significant role in
the copper industry of the world since the 19th century and
it shall continue to play its appropriate leadership role
throughout the 2ist century.
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